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project management and servicing (in-
cluding disposition) will be required
after endorsement.

(2) The HFA must submit semi-an-
nual reports setting forth the original
mortgage amounts and outstanding
principal balances on mortgages the
HFA has underwritten, and the status
of all projects insured under this part
(e.g., current, in default, acquired,
under workout agreement, in bank-
ruptcy). For projects where the mort-
gagor has declared bankruptcy, the
HFA must submit information con-
taining the date the bankruptcy was
filed and the date the HFA requested
the Court to dismiss the bankruptcy
proceedings.

§266.120 Actions for which sanctions
may be imposed.

Results of monitoring or other re-
views may serve as the basis for the
Commissioner’s imposing sanctions on
the HFA. Violations for which sanc-
tions may be imposed include, but are
not limited to:

(a) Commission of fraud or making a
material misrepresentation by the
HFA with respect to any mortgage in-
sured or to any other matter under this
part.

(b) Assignment or transfer of interest
in any insured mortgage not in accord
with the requirements of this part.

(c) Engagement in business practices
that do not conform to generally ac-
cepted practices of prudent lenders or
that demonstrate irresponsibility.

(d) Actions or conduct for which
sanctions may be imposed against the
HFA by HUD’s Mortgagee Review
Board under 24 CFR 25.9.

(e) Failure to:

(1) Reveal in its application for par-
ticipation in the program all the infor-
mation required by this part;

(2) Notify HUD in a timely manner of
any pending or actual changes that
would adversely affect HFA operations
or financial status;

(3) Comply with all eligibility re-
quirements for participation in the
program;

(4) Issue debentures in the event of
an initial claim payment by HUD, or to
reimburse HUD for payment of a claim;

(5) Maintain its top tier designation
or overall rating of ‘“A’> on general ob-
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ligation bonds (or if such designation
or rating is lost, comply with para-
graph (e)(6) of this section);

(6) Establish and maintain a dedi-
cated account, if required, or meet
other financial obligations under this
program;

(7) Perform underwriting, insurance
of advances, cost certification, man-
agement, servicing or property disposi-
tion functions in a prudent and accept-
able manner based on the standards in-
corporated by reference into the Risk-
sharing Agreement;

(8) Submit financial and other re-
ports required by this part;

(9) Comply with any regulatory re-
quirement or with the Risk-Sharing
Agreement;

(10) Maintain any other standards
HUD may establish for participation in
this program;

(11) Enforce the regulatory agree-
ment provisions with respect to indi-
vidual projects;

(12) Maintain a default ratio accept-
able to HUD relative to the HFA’s own
portfolio and the defaults experienced
under this part by other program par-
ticipants;

(13) Consider adequately special risk
circumstances without compensating
for the higher risks of such trans-
actions (e.g., high loan-to-value ratios
in areas with high vacancy or default
rates); or

(14) Remit mortgage insurance pre-
miums on a timely basis or failure to
refund or credit mortgagor’s accounts
with overpaid mortgage insurance pre-
miums.

§266.125 Scope and nature of sanc-
tions.

(a) Actions by Designated Office. De-
pending on the nature and extent of
the noncompliance with the require-
ments of this part, the Designated Of-
fice may take any of the following ac-
tions:

(1) Require that the HFA execute a
trust agreement, establish a trust ac-
count in accordance with such agree-
ment, and fund such account which
may be drawn upon by HUD for pur-
poses of meeting the HFA’s risk-shar-
ing obligations;
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(2) Require the HFA to assume a
higher portion of risk for the subject
and future mortgages;

(3) Recommend to the Commissioner
that the HFA be required to contract
its loan servicing or property disposi-
tion functions to a third party;

(4) Recommend to the Commissioner
that the mortgage insurance be termi-
nated in cases of fraud or material mis-
representation by the HFA, or transfer
of interest in an insured mortgage or
assignment of the mortgage not in ac-
cord with the requirements of this
part;

(6) Recommend to the Commissioner
that approval for the HFA to partici-
pate in the program be suspended or
withdrawn;

(6) Recommend to the Commissioner
that the HFA’s mortgagee approval be
withdrawn pursuant to 24 CFR part 25
and/or that penalties be imposed pursu-
ant to 24 CFR part 30;

(7) Require additional financial or
other reports as may be necessary to
monitor the activities of the HFA more
closely.

(b) Actions by Headquarters. HUD
Headquarters may impose any of the
sanctions set forth or recommended in
paragraph (a) of this section based
upon its responsibilities for monitoring
and overall program oversight.

(c) Effect of suspension or withdrawal.
A suspension or withdrawal action will
not affect any mortgage insurance en-
dorsement in effect on the date of the
suspension or withdrawal action.

(d) HFA right to informal hearing. (1)
Any sanction imposed by a Designated
Office in writing will be immediately
effective, will state the grounds for the
action, and provide for the HFA’s right
to an informal hearing before the Des-
ignated Office Representative or his or
her designee in the Designated Office.
The HFA may request an informal
hearing within 10 working days of re-
ceipt of the suspension or withdrawal
action and the Designated Office shall
give the HFA an opportunity to be
heard within 10 working days of receipt
of the HFA’s request. The HFA may be
represented by counsel. The Designated
Office Representative, or his or her des-
ignee, will advise the HFA in writing of
the decision within 10 working days of
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the informal hearing, which decision
will constitute final HUD action.

(2) Sanctions imposed by Head-
quarters will be handled in a similar
manner, except that the informal hear-
ing shall be before the Commissioner
or his or her designee.

§266.130 Reinsurance.

Reinsurance will be permitted for the
portion of the HFA risk, subject to the
following requirements:

(a) Neither HUD’s nor the HFA’s po-
sition shall be subordinated;

(b) The reinsurance may not be used
to reduce any reserve or fund balance
requirements; and

(c) Such reinsurance does not incur
an obligation to the Federal Govern-
ment.

Subpart C—Program
Requirements

§266.200 Eligible projects.

(a) Minimum project size. Projects in-
sured under this part must consist of
five or more rental dwelling units (in-
cluding cooperative dwelling units) on
one site. The site may consist of two or
more non-contiguous parcels of land
situated so as to comprise a readily
marketable real estate entity within
an area small enough to allow conven-
ient and efficient management. The
units may be detached, semi-detached,
row houses, multifamily structures, or
mobile home parks (exclusive of the
mobile homes).

(b) New construction or substantial re-
habilitation. Insurance under this part
shall be for the purpose of financing
the new construction or substantial re-
habilitation of projects meeting the
other requirements of this part as fol-
lows:

(1) New construction occurs when all
project and construction elements are
installed as part of the work.

(2) Substantial rehabilitation is any
combination of the following work to
the existing facilities of a project that
aggregates to at least 15 percent of
project’s value after the rehabilitation
and that results in material improve-
ment of the project’s economic life,
liveability, marketability, and profit-
ability: Replacement, alteration and/or
modernization of building spaces, long-
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